Abstract: The growth of international trade in recent years has highlighted the importance of customs authorities as the gateway to the global market. However, border delays and inefficiencies resulting from cumbersome documentation requirements have disrupted the flow of goods and acted as a non-tariff barrier to international trade in many African countries. Additionally, these same deficiencies have interrupted the inward flow of vertical Foreign Direct Investment (FDI). When searching for suitable locations to establish manufacturing plants, foreign investors place emphasis on a number of factors such as the cost of exporting, expediency of importing time sensitive production inputs and distance to target markets. Customs efficiency plays a major role in positively influencing these factors and hence forms a crucial part of any investment decision. This article examines the negative impact of inefficient border procedures on vertical FDI inflows to Africa. The article recommends the implementation of single window systems as an investment facilitation tool.
Introduction
In today's globalized economy, Multinational Corporations (MNCs) play an important role in the international flow of capital.
1 The share of cross-border capital flows contributed by Foreign Direct Investment (FDI) of MNCs has been
There is abundant research on the barriers to FDI inflows to Africa. 9 However, one key barrier that has received little scholarly attention has been customs efficiency. Generally, the availability of a swift, transparent and predictable customs service is crucial in ensuring that the manufactures are exported to global markets efficiently. 10 This article analyses the role of customs in influencing the flow of vertical FDI. The aim is to demonstrate that the modernization of border processes through implementation of single window systems would improve African countries' competitiveness in attracting exportoriented investors, and thereby gain from the economic benefits attached to such kind of investments. The rest of this article has been divided into four parts. Section 2 discusses the modern structure of vertical FDI and evaluates the potential economic benefits Africa stands to gain from such investment, with particular focus on how such investments promote employment, technology transfer and export-led growth (ELG). Section 3 analyses the role played by customs in attracting exportoriented investors to African countries. Section 4 discusses how the modernization of border processes through implementation of single window systems would improve African countries' competitiveness in attracting export-oriented investors. Section 5 concludes the article.
goods from a plant in one country will be exported to another plant in a different country for the next processing phase. 12 The integrated international production is aimed at taking "advantage of international factor-price differences." 13 The distinguishing feature of vertical FDI is that the MNC's facilities in host economies serve as part of a production chain for intermediate goods that will ultimately be exported and sold in foreign markets. A similar form of investment is export-platform FDI which involves MNCs establishing production firms in a host country in order to serve its regional markets, and thus take advantage of reduced tariffs and other benefits enshrined in intra-regional trade agreements.
14 For the purposes of this article, both export-platform and vertical FDI shall be classified as one, since both of them are export-oriented in nature. Vertical FDI has propelled the global economy into a new era defined by global value chains (GVCs), internationalization of capital and the increasing involvement of developing countries in the flow of trade and investments. 15 The current GVC system is an integrated system of global trade and production that includes a range of activities by which capital, technology and labour are combined to bring a product from its start to its end use. 16 Such activities include production, marketing and distribution. 17 The existing production process used by MNCs has been extensively fragmented. Fragmentation refers to "the physical separation of different parts of a production process." 18 Thus, previously integrated goods are now broken down into their integral parts, components and accessories, which are produced separately and assembled at a later production stage.
19
12 Ibid, 6. 13 Hanson, Mataloni and Slaughter (2001) , supra note 1, p. 246. 14 The output in Export platform FDI is mostly sold to third markets and not the host country. K. Ekholm The present manufacturing system is both international and global. Internationalization refers to "the geographical spread of economic activity across national boundaries," 20 while globalization "implies a degree of functional integration between these internationally dispersed activities."
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Fragmentation has allowed MNCs to distribute their production process across different countries on the basis of factor -price differences. 22 This has enabled many developing countries which are able to provide low-cost labour to gain comparative advantage in lower-end light industries as well as lower-end production stages of higher-tier industries, while concurrently ensuring that developed countries, with more advanced technology, are able to gain facilities in the higher end of the value chain.
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The harmonization of the fragmented GVC production may be coordinated through buyer-driven or producer-driven commodity chains.
24 Buyer-driven commodity chains work well in industries that manufacture standard products, since they can be priced and are easy to describe. 25 These include consumer goods industries like garment, footwear and household products. 26 In such cases, the main merchandisers of these products mainly design and market the product but do participate in its manufacture. 27 Due to the nature of the product, the core company is able to decentralise production by outsourcing the manufacture to a network of third world contractors. 28 The core company will thereby maintain an arms-length coordination of the value chain by overseeing that all the production pieces "come together as an integrated whole."
29
Producer-driven/in-house commodity chains are common in industries that deal with customized products like automotive, aircraft, computers and electric machinery. 30 The complexity of these products and their designs demands a lot for the period starting from 1960 to 1980 and found that FDI inflow had little or no effect on growth in developing countries. 44 Several other economic studies have come to a similar conclusion. 45 A country-specific approach was used by Aitken and Harrison 46 who also found that FDI had a negative effect on Venezuela's domestic economy. 47 Nonetheless, the lack of consensus among economists does not necessarily denote that all forms of FDI would have an inconclusive effect on growth. On the contrary, most of the econometric studies discussed above have been criticized for being too general and focusing on statistics related to "traditional forms" of FDI while failing to account for the "new forms" of international investments which have taken shape in the recent decade. 48 By ignoring the heterogeneity of MNC activity, these studies have come to conclusions that ignore mechanisms through which MNCs may benefit host economies. 49 involves investing in human capital through skills and education creation that improve on production ideas thereby increasing productivity.
64
Export-oriented FDI can potentially contribute to resolving Africa's unemployment problem. The globalization of international production has created an avenue for MNCs to generate employment and build up skills in their host countries. 65 The specific impact that MNCs will have on the employment sector depends on a number of factors, the main ones being the nature of the industry, its activity and size. 66 A typical production MNC may be grouped into a lowtechnology, medium-technology or high-technology industry. Most low-and medium-technology industries, like garment and automotive industries, engage in labour-intensive production; while high-technology industries, like electronics, heavily rely on knowledge-intensive production. 67 Both types of production require different classes of workers, the latter demanding more skilled labourers. Alternatively, the size of the MNC will determine the number of workers that can be employed by the firm. In addition, MNCs can also indirectly contribute to employment in their host countries through their engagement with domestic firms. MNCs often hire or subcontract domestic firms to provide them with certain services like input provision or transport, thus their presence could indirectly lead to employment creation in other local enterprises.
68
Export-oriented investments have contributed to employment creation in many regions of the world.
69 FDI in labour-intensive manufacturing has employed a number of low-skilled workers in various developing regions, a salient example being India's State of Tamil Nadu. Since the late 1940s Tamil Nadu has emerged as an attractive destination for MNCs engaged in the automotive industry with reputable automotive manufacturers like Mitsubishi, Hyundai and Ford all establishing assembly lines in the region, thereby earning it the nickname the "Detroit of India". 70 The engineering based auto-industry sector employs different categories of workers, ranging from highly skilled been able to find opportunities in the auto-industry, and this has facilitated the absorption of a wider section of the region's domestic human capital into the productive process. 73 The industry's insistence on engineering skills rather than oral and written fluency has further helped it tap into the region's unemployment pool by giving the semi-skilled and unskilled workers a chance at being "vocationally trained without the stringent linguistic and specialised structured training requirements."
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The investors in Tamil Nadu have also indirectly increased employment through outsourcing the supply of products from small local suppliers. The foreign affiliates have propelled the expansion of small local suppliers in the region, and with it, increased job opportunities for local diploma holders and vocationally trained workers.
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Knowledge-intensive export-oriented investments have also played a part in creating employment opportunities in developing countries. The global growth in the electronics and digital technologies industry has propelled many MNCs to shift their affiliates to developing countries in order to take advantage of their low-cost educated and skilled workers. 76 An example of this has been with the Information Technology (IT) and software industries in India's State of Karnataka. Its capital city, Bangaluru, commonly referred to as the "Silicon valley of India", holds the largest concentration of software development firms with over 75 MNCs and 100 local firms, thus making it the focal point of India's IT industry. 77 Karnataka's software industry is largely export-oriented with about 65% of the total software revenue being generated through exports. The creation of employment opportunities for both unskilled and highly skilled workers formed part of the key factors that contributed to poverty reduction in both Indian States. Between 1991 and 2001 Karnataka's percentage of urban people living below the poverty line reduced from 40% to 25%, while Tamil Nadu's reduced from 40% to 23%.
83
In summary, export-oriented FDI can advance the quality and quantity of employment being generated in Africa. Foreign affiliates are usually larger and have a reputation of generating high-quality employment when compared to similar domestic firms. 84 Hence, the investing of MNC plants in African countries is likely to create job opportunities for both skilled and unskilled workers and consequently contribute to the region's economic development. Nonetheless, the expansion and sustainability of the jobs being generated by MNCs will largely depend on how these firms upgrade their activities in tune with changing labour market conditions and foreign demand for their manufactures. 85 Moreover, there is a need to improve on workers' skill, if they are to adapt to changes in global production and technology intensities. Thus, both MNCs and domestic educational and skills building systems need to play an active role in human resource training and development.
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80 The sector's lowest grade of workers are employees with degrees or diplomas in computer science from National Institutes of Technology, while in the call centres they comprise of graduates from urban universities. However, despite these workers being lowly ranked in their specific firms, they do command higher wages when compared to the general domestic job market. as higher returns on capital than the latter. 96 Thus, the technological superiority of foreign firms is evidenced in the fact that their productivity, measured by value per worker, is higher than local firms. Generally, when a MNC establishes a subsidiary in a new region, the subsidiary gains some "proprietary technology" that is attached to the parent company.
97 This is often the technology that gives the parent firm its specific advantages that distinguish it from other MNCs. However, not all subsidiaries receive the parent company's technology, as there are situations where such technology may not offer any advantages under the new market conditions. Nonetheless, when such technology is transferred from parent to subsidiary, it is done so with the intention of both maintaining the MNC's global image by ensuring the new region receives the same standard services and products that are synonymous with the parent company and affording the subsidiary some competitive advantage that will enable it to challenge domestic firms that better understand the local markets, customer preference and business practices. 98 Hence, the global spread of MNCs essentially leads to a geographical diffusion of technology. However, this does not necessarily guarantee that such technology will spread beyond the boundaries of the MNC and its affiliates. The manner in which developed world MNC technology will get absorbed by developing world domestic firms has been explained under the convergence hypothesis. This hypothesis states that when the productivity level of one (or several) country(ies) is substantially superior to that of a number of other economies, largely as a result of differences in their productivity techniques, those laggard countries that are not too far behind the leaders will be in a position to embark on a catch-up process.
99 This process will continue as long as the economies that are approaching the leader's performance continue to be able to learn from the leader. As the distance between the two groups narrows, the stock of unabsorbed knowledge will grow smaller and approach exhaustion. The catch-up process consequently terminates unless some supplementary and unrelated influence fortuitously comes into play. 100 The application of this hypothesis to MNC technology would mean that establishing affiliates in The adoption of new technology by domestic firms does not occur evenly across all jurisdictions and sectors. As per the convergence hypothesis, countries that are too far behind the leaders may find it somewhat difficult to absorb the leaders' knowledge. 109 This implies that African states may find it difficult to absorb highly-advanced technologies emanating from developed countries. In practicality, the rate at which technology diffuses into the domestic sectors depends on a number of factors such as: the market structure in which the foreign and domestic firms are operating, the terms of the licensing agreement, the education level of the local labour force and patent laws. 110 Moreover, domestic firms have to play an active role in the absorption process as the realization and sustenance of any potential technology spillovers depends on their investment in learning or R&D activities intended to decodify the spilled knowledge. 111 Ultimately, with the right conditions and determination, African firms will be able to absorb new technologies introduced by foreign affiliates. In summary, the introduction of foreign firms in developing countries has the potential of leading to intra-and inter-industry transfer of technology to the domestic firms. These technologies will make the industries more productive, thereby promoting economic development.
Export-led growth
Neoclassical economists have argued that exports greatly contribute to economic development. 112 This belief forms the foundation of the ELG hypothesis, which holds exports to be an engine of growth. 113 Proponents of this hypothesis argue that besides increasing labour and capital, countries have to expand their exports in order to attain economic growth. 114 The rationale behind their argument is centred on the capacity of exports to generate several positive externalities for the domestic economy such as ensuring production plants that are utilised to full capacity, fostering specialisation; generating greater economies of scale by exposing manufactures to external markets, influencing productivity across industries, improving the allocation of scarce resources and generating foreign currency.
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Several models have been used to test the ELG hypothesis, the most common approach being the Granger causality test which analyses the causality between export and economic growth. 116 Under this test, "a variable X is said to cause another variable Y, with respect to a given information set that includes X and Y." 117 The basis of the test is intended to create predictability, as the present value of Y can be envisaged better by using past values of X. 118 Applying this test to ELG hypothesis assesses whether export performance leads to GDP growth in various jurisdictions.
Most of the studies that have focused on this test have revealed the existence of a causal relationship running from exports to GDP growth. 119 The success of export promotion strategies in Hong Kong SAR (China), Taiwan, Singapore and South Korea in the 1960s further strengthened the ELG hypothesis. 120 In particular, the manner in which export expansion was able to successfully turnaround collapsing economies helped re-affirm the role of exports as an engine of growth. For instance, in the late 1950s, South Korea's economy faced a huge current account deficit that was largely financed by foreign aid. 121 However, the adoption of the export promotion policy in the 1960s lead to an increased return on exports which drastically enhanced South Korea's growth rates to the double digit range. 122 Similarly, Taiwan's adoption of the strategy also transformed it "from a high-inflation, inner-oriented, aid-dependent economy to a major exporting economy." 123 The success of the Asian tigers ensured that the validity of the ELG hypothesis received wide acceptance among policy makers and researchers by the early 1980s. 124 However, the ELG hypothesis has attracted several criticisms. Neoclassical proponents of the Growth-Led Exports (GLE) hypothesis advance a contrary notion, arguing that increase in GDP is what leads to corresponding growth in trade and exports. 125 The GLE orthodoxy suggests that output growth is caused by non-export-related factors like productivity growth and primary input growth. 126 The resulting GDP growth leads to improvement of skills and technology and, with this, increased efficiency that creates a comparative advantage for a country to raise its export capacity. 127 Other criticisms have focused on the method used to demonstrate the ELG hypothesis. It has been contended that a number of ELG-supporting research have relied on a bivariate correlation -the spearman rank correlation test, which may be misleading in some circumstances. 128 The spearman rank correlation analysis which is centred on a twovariable framework, where economic growth is explained in relation to export expansion alone, often does not produce accurate results when applied in a cross-country framework. 129 Studies that have utilised the test on cross-country data have implicitly assumed that developing countries share common economic structures, characteristics and production technologies. 130 This assumption may give a false perception as many of these countries differ in terms of economic, political and institutional structures. 131 Despite the mixed findings, it is the author's view that the ELG hypothesis can hold its ground. The recent growth experienced by China strongly supports the view that export expansion has the capacity to jumpstart stalled economies. Over the past three decades China has aggressively pursued an export-led industrialisation policy that has successfully transformed it from a "planned economy" to a market economy with an annual GDP growth rate of 9.8%.
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Touted as the "world factory", China's exports grew at an annual average rate of 26.5% from 2004 to 2007 thereby making it the world's largest exporter.
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China's high dependency on exports has helped it industrialise to levels that are above average for any emerging economy.
Though China's export-led industrialisation success is far from being a universal norm, it suggests that exports have the potential to promote GDP growth. Perhaps, the only problem with China's export policy that can be regarded as a failure of the ELG hypothesis is that such growth cannot be sustained. China's ELG has not been conducive to the creation of internal demand and development of its domestic service economy. These shortcomings were exposed during the recent global economic recession. The 2007-2010 financial crisis set off an international trade meltdown with increased consumer uncertainty that drastically reduced export demands. 134 In 2008, China's export growth rate dropped to 17.2% which was the lowest rate it had experienced since 2004. 135 Subsequently, employment pressure increased in China's numerous export-oriented industries and the government was forced to implement a string of measures intended to stimulate domestic demand. 136 Nonetheless, the recent growth experienced by China has strongly supported the view that export expansion has the capability to jumpstart stalled economies. Though econometric studies on ELG have produced mixed findings, the strong impact that export promotion policies have had on several developing countries cannot be ignored. At best ELG has the potential of jumpstarting stalled economies as experienced by the Asian tigers and China. Therefore, attracting export-oriented investors to African countries could help in the expansion of exports and, therefore, lead to ELG. However, such growth cannot be 20 days to clear exports through customs and technical control in sub-Saharan Africa, compared to 6 days in the developed countries.
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The delay occasioned by the manual processes, bulky paperwork and duplication of information has an impact on Trade Transaction Costs (TTCs). Generally, the slow processing of documentation results in stalling of the imported or exported cargo at border points. Such interruptions in trade flow would affect the cost and value of the cargo in several ways. First, if the goods at the port are perishable, the hold-up in clearance may generate product losses or other additional costs intended to keep the goods in consumable condition, such as extra-cost of refrigeration or cost of adding preservative chemicals.
141 Second, carriers would demand container demurrage for delays experienced in releasing the goods from their container.
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Finally, if the cargo being imported/exported has a limited shelf time, the prolonged delays may completely push the product out of the market thereby resulting in the loss of a business opportunity. 143 The increased TTCs are further reflected in container costs. The World Bank has noted higher container costs in countries that experience longer preparation and clearance periods. For instance, the cost of exporting a standard container from Singapore is estimated at US$456, whereas in Angola it costs US$1,850.
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Thus, the reliance on paper documents and manual clearance processes has resulted in border inefficiency in many African countries. These inefficiencies act as a barrier to export-oriented FDI by increasing export costs, disrupting Just in Time (JIT) processing, limiting the quantity of manufactured goods and disrupting access to investors markets.
Increased export costs
As noted above, delays associated with inefficient customs processes increase the TTCs of manufactured exports. Such costs affect investors by increasing the price of the manufactured goods, thereby affecting their price difference as against rival products. This defeats the whole purpose of export-oriented investment, as the exports become less competitive in international markets. Hence, investors determined to establish manufacturing facilities in developing countries would likely steer clear of countries that have inefficient border management practices.
Disrupting just in time processing
Border inefficiencies affect not only exports but also imports. Imports play a major role in today's GVC framework, as JIT processing has dominated the business environment with over 60% of global production and sales being processed directly to order. 145 Consequently, manufacturers expect uninterrupted delivery of inputs and cannot afford to have them "tied up at the border because of unnecessary or over-complicated customs procedures." 146 Any unreliability in the input delivery process would force MNCs to maintain higher levels of stock, which ultimately increases production costs. 147 Therefore, border inefficiencies could discourage potential investors or influence them to move their facilities elsewhere. Such a situation occurred in Ontario, Canada. After the dreadful events of September 11, 2001, the Canadian government heightened its border security measures. 148 These drastic changes combined with insufficient staffing led to increased border delays and congestion, with Ontario's average length of delay increasing by 1-2 hours.
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The delays disrupted Ontario's car manufacturing industry which was largely dependent on imports of parts from the U.S. 150 It is estimated that about 80% of all of Canada's automotive inputs came from the U.S. 151 Canadian manufacturers had subsequently adapted to the situation by relying on JIT logistics systems. 152 The guaranteed timely arrival of necessary components enabled manufacturers to hold small inventory. This greatly benefitted the automotive industry, as their components are quite large and costly to store. It is estimated that an hour's inventory carrying cost at an assembly plant was approximately CND$ 1,056,000. 153 Thus, the JIT logistics proved to be an excellent way of reducing site inventory and minimizing costs. However, the resulting border delays forced some manufacturers to revert to keeping large inventories thereby incurring costs. The measuring of a firm's output levels forms an important part of the manufacture process, as these logistics are used in determining whether the firm will be able to meet market demands or maintain continuous operations in circumstances where the intermediate output is required for the next production phase. Subramanian, Anderson and Lee found that the number of days used to clear exports through customs had a strong influence on TFP.
162 According to their study, a 1-day reduction in China's export clearance time would result in more than 6% increase in TFP for consumer goods and a 2% increase for apparels and leather goods. 163 The same study also found that the TFP for Brazil's apparel industry would increase by 5% if export clearance time was reduced from 10.3 days to 6.7 days. 164 Hence, customs clearance time, as an investment variable, has an impact on TFP. The translation of these findings to investors would mean that countries with longer customs clearance periods would not form ideal investment locations as the delays would result in lower productivity that would either slow down the MNC's global production chain or render it incapable of meeting market demand.
Disrupting access to markets
Border efficiency plays a role in determining investors' access to different markets. In today's GVC structure, MNCs try to locate their facilities in regions that will allow for efficient movement from one value chain to another. In this regard, access to key markets has been acknowledged to be an essential condition for attracting export-oriented activities. 165 However, customs delays may change the dynamics of an investment location being close to the target market. A World Bank report investigating the impact of time delays on export of goods found that a 1-day pre-shipping delay reduced trade by more than 1%. 166 Using a regression equation, the report concluded that each additional day an export was delayed was comparable to a country distancing itself from its trading partners by about 70 km. 167 Practically, this means that though a country may be suitably located close to the target market, any delays in customs clearance may cause goods shipped from a distant location to arrive at the target destination much faster than its own. For instance, the distance from the Kenyan port of Mombasa to London port via the Suez Canal is around 6,222 n.m. (11,523.14 km), while the distance from India's Mumbai port to London, via the same route, is around 6,279 n.m. (11,628.71 km) . 168 However, even if the sea distance to the UK from Kenya is much shorter than from India, goods travelling from Mumbai port would be destined to arrive in London faster than goods being shipped from the port of Mombasa if it took the Kenyan customs 2 days longer to clear them. Hence, though Kenya may be the most suitable location for British investors wishing to manufacture and export to their home facilities, the customs delays would discourage them from setting up plants in Kenya and instead take their investments to India. Thus, the importance of customs efficiency to FDI inflow is not hypothetical. By streamlining their customs processes, African countries will potentially be able to attract export-oriented investments and thereby reap the economic benefits attached to such FDI.
Empirical link between border inefficiency and FDI

Improving customs efficiency for investment
The inefficiency in border procedures that has disrupted the flow of FDI in many African countries can be resolved through implementation of single window systems. A single window system is essentially "a cross border, 'intelligence', facility that allows parties involved in trade and transport to lodge standardised information, mainly electronic, with a single entry point to fulfil all import, export and transit related regulatory requirements." 176 These systems have the in Malaysia reduced the turnaround time for Port Klang from 4 days to 2 days which resulted in cost savings of about US$ 29 million for the port community. 181 The implementation of Japan's NACC system also resulted in benefits to private sector users of about ¥22.7 billion p.a. and benefits to customs of about ¥32.6 billion p.a. 182 Finally, the installation of the South Korea's uTradeHub was estimated to bring savings of about US$550 million in labour and document management costs and a further US$2.9 billion in warehousing and inventory management costs.
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However, the expedition of border processes facilitated by single window systems carries the risk of undermining border security. This may occur in circumstances where such systems replace 100% manual cargo inspection practices with computed random risk analysis techniques that could create loopholes for smugglers to import illegal goods. Therefore, border agencies have to carefully ensure that their single window systems are backed by effective statistical scoring techniques for measuring risks. 190 Accordingly, other African countries need to modernize their border procedures in order to improve on their border efficiency, which will increase their competitiveness in attracting export-oriented investors. 191 
Conclusion
FDI has always been a major source of capital for many developing economies. In recent years, developing countries have continuously implemented different policies aimed at attracting MNCs, the main drivers of FDI. Nonetheless, the evolution of MNC activity has led to an era where production in fragmented into GVCs. Today's FDI is centred on exports and export-related activity whereby MNCs are interwoven in a network of industrial relations and international trading. These export-oriented investments have the capacity to help African economies grow through creating employment, transferring technology which boosts productivity and fostering ELG. However, the unique nature of these investments has put customs efficiency at the centre of MNC decision making. Inefficient border management practices have limited Africa's capacity to attract investors by increasing export costs, disrupting JIT processing, limiting the quantity of manufactured goods and disrupting access to investors markets. Thus, by improving border efficiency through implementing single window systems, African countries will be able to improve their competitiveness in attracting export-oriented investments.
